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LIVESTOCK OUTLOOK 
Alan Vontalge 
Extension Livestock Economist 
Department of Economics 
Iowa State University 
The current livestock outlook is especially gloomy this year. Hog pries are the lowest in several years 
with no major price increases through the end of the year. Cattle producers have also seen losses in 1998. 
A brief summary of the market outlook for both industries is included. Updates to this information can be 
found bimonthly at http://www.econ.iastate.edu/outreachlagriculture/periodicals/ifo/. 
Hogs 
Hog prices at country points dropped below $20 during the last week of October. The weekly average 
price was $22.95/cwt, the lowest weekly price since April 1972 when prices averaged $22.28. Actual 
take-home prices are higher than reported due to lean premiums and the low base price reported, but still 
well below cost of production. 
Slaughter totaled 2.08 million head for the week and is expected to be near the available packer capacity. 
The supply will continue to test the capacity limits for the next month or more. Packers may be able to 
run additional overtime or operate a Sunday shift to process the large number of hogs. While the 
additional processing will reduce the backlog of heavy hogs that may occur, the packer will have to be 
rewarded for running the extra overtime and prices may not improve. 
In addition to processing the large supply of hogs, there must also be a market for the product. Pork prices 
at these levels are typically good features for retailers and may attract additional export interest. Although 
official government data on retail prices does not capture current retail prices, there was little reduction in 
consumer prices through the summer. Those prices may be lowered now that farm-level prices have been 
down for a year. 
Pork exports have been quite strong in spite of the strong U.S. dollar relative to other currencies. U.S. 
pork exports from Jan-Aug were 23.7% higher than during the same period in 1997 (Table 1). Exports to 
Mexico, our second largest customer, and Hong Kong, the fifth largest, were up 15% through August. 
The Russian Federation is now our third largest customer, ahead of Canada with a growth of 116% from 
1997. Japan posted an 8% growth in exports Jan-Aug 1998, retaining its status as the largest U.S. pork 
export customer. 
Table 1. U.S. Pork Exports January-August, 1998 vs. 1997 
Country Metric tons % Change 1997 
Japan 126,022 8.4 
Mexico 69,769 15.7 
Canada 31,245 6.1 
Russian Fed. 41,358 116.0 
Hong Kong 27,498 15.8 
All Others 60,211 54.7 
Total 356,103 23.7 
The humanitarian aid package to Russia that is expected to include pork will help move surplus product 
through the pipeline. This may offset the slowdown in exports because the ruble has been devalued. The 
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export picture to Japan is becoming increasingly interesting. The current safeguard policy with Japan is 
designed to provide protection from extremely low import prices. A shipment must meet the minimum 
gate price. Typically, importers include a mix of high value and low value cuts on each load to meet the 
gate price. As the value of U.S. pork declines, traders are including more high value cuts to avoid the 
tariff. 
Early 1999 Outlook 
There is increasing evidence that liquidation is beginning. While weekly sow slaughter is not at the levels 
of previous liquidations, it does appear to be increasing. The University of Missouri reports that gilt 
slaughter has been in the liquidation range for the last 6 weeks. It is doubtful that this reduction in the 
breeding herd will have an impact on pork supplies until April or May (sows farrowing in November and 
December and beyond). First quarter barrow and gilt prices are forecast to average in the low $30s. 
Futures adjusted to historic basis are also predicting prices in the $32-34 range before lean premiums. 
With premiums, producers may reach $35/cwt. 
Profit Opportunities in Finishing Feeder Pigs 
Feeder pig prices have declined dramatically along with the cash market for hogs. However, current 
feeder pig prices may offer a profit opportunity for farmers with existing facilities and equipment. The 
generated return is a return to operator labor, facilities, and equipment, assuming that there is little or no 
opportunity cost to these inputs. This analysis also assumes that the purchased pigs are of average quality 
and health. 
The USDA reports Iowa and Central U.S. direct trade feeder pig and weaned pig prices each week. For 
the week ending October 30, 1998, 50-pound pigs in lots ofless than 250 head ranged in price from 
$17.25 to $24.00 per head. The weighted average price was $20.71/head. Larger size lots sold for slightly 
higher prices. 
Table 2 is a budget of the expected returns to finishing feeder pigs. It assumes that the farmer has existing 
facilities and equipment (feeders and waters). There is no overhead or labor cost, but the "other expense" 
is slightly higher to reflect costs for repairs and preparation for the facility. 
Table 2. Estimated Returns to Finishing Feeder Pigs in Existing Facilities, 
October 30, 1998 
Revenue 
250# @ $.34 X .96 $76.80 
Expenses 
Pig: 50# $20.00 
Com: 9.4 bu.@ $1.80 16.92 
Supplement: 125# @ $.125 15.62 
Other (trans, vet. med., mise) 10.00 
Interest @ 1 0% 1.50 
Operating expenses $61.04 
Return to labor & facilities $15 .76 
The assumptions are based on 3.25 feed efficiency and 4% deathloss (reducing revenue 4%). Com is 
valued at $1.80/bu assuming that the com does not have to be trucked to town. Interest is calculated on 
the price of the pig and half the feed for the 13 5-day feeding period. 
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The $32/cwt selling price assumes that the hogs are average lean, 51% or better and there is no lean 
discount. The farmer will likely have to sell the hogs grade and yield rather than live because the packer 
will not be familiar enough with the hogs to make an informed bid on the hogs. If the hogs are sold during 
a time when supplies are near packer capacity, a new unknown seller may have a longer delay in selling 
the hogs than a regular seller to the packer. 
The bottom line is that there is a profit opportunity to finishing feeder pigs at their current price level and 
at the forecast prices for market hogs in mid-March. The projected return to operator inputs of facilities 
and labor of over $15/head is a fair return to labor that is estimated to be less than one hour per head, or a 
significant return to facilities that have may no other use. 
Cattle 
October Cattle on Feed Summary 
The USDA October 1998 Cattle on Feed report estimated that there were 2% fewer cattle in feedlots with 
1,000 head capacity or larger in the 7 major cattle feeding states (Table 3). This figure was near trade 
expectations and traders immediately considered the report neutral to bearish. 
Table 3. Oct, 1998 Cattle on Feed Summary, 1,000 +Head 
Lots, 7 Major States. 
1,000 %of Pre-report 
Head 1997 Expected 
On Feed Oct 1 8,376 98 97 
Placed September 2,254 99 94 
Marketed September 1,577 103 103 
Other Disappearance Sept. 51 121 
September placements were down 1% from the year before, but were 5% larger than expected (Table 4). 
The largest weight class for placements and the only class larger than the year before was the 800+ pound 
class. The increase in heavier cattle has occurred throughout 1998 and has contributed to the heavy 
carcass weight problem. However, the 25,000 additional cattle in this class will only partially fill the void 
left by 88,000 fewer placements in the 700-799 class in August-cattle that would have the same 
marketing date. Carcass weights may remain high at the end of the year when these cattle will be sold, but 
the number of cattle will not be as large as a year ago. 
Table 4. U.S. Placements in September by Weight Class. 
1,000 Head %of %of 
Weight Class 1997 1998 1997 Total 
Under 600 480 433 90.2 16.3 
600-699 498 479 96.2 18.1 
700-799 817 796 97.4 30.0 
800 Plus 916 941 102.7 35.5 
Total 2,711 2,649 97.7 100.0 
The mix of cattle in feedlots indicates that liquidation of the breeding herd is continuing. Heifers made up 
38.7% of the cattle in lots on October 1 (Table 5). That compares with 39.1 %, 37.4%, and 33.8% heifers 
in lots on October of 1997, 1996, and 1995, respectively. There are 1.1 million more heifers in 7-State 
feedlots in October 1998 compared with October 1995. 
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Table 5. Class of Cattle on Feed October 1, U.S. 1,000+ Head 
1,000 Head % of1997 % ofTotal 
Steers 5.945 98 61.0 
Heifers 3,770 97 38.7 
Cows and Bulls 32 97 0.3 
When heifer retention increases again as ranchers and farmers begin to rebuild their breeding herds, the 
number of feeder cattle for placement in feedlots will decrease and lead to higher feeder cattle prices. The 
supply of beef will also decline a few months later and lead to higher fed cattle prices. However, given 
the recent feedlot losses, the feedlots may wait to see the higher fed prices before bidding up on the feeder 
cattle. 
The expansion may also be slow to develop, as heifer retention has been lower than the previous year 
since July1994. The existing cowherd is older and will have higher culling rates. It will either take more 
heifers or more time to expand the herd. 
1998 Calf Marketing Decisions 
The cost of producing a calf varies greatly across herds depending largely on pasture cost and the amount 
of harvested forages used. Beef cow-calf operations in the 1997 Iowa State University Extension 
Standardized Performance Analysis (SPA) program had average financial cost near $330 per cow and 
average total economic cost near $430 per cow (Table 6). Economic costs include opportunity costs of 
resources used, including family labor, and equity and depreciation. Financial costs are similar to out-of-
pocket costs. 
Table 6. 1997 Iowa State University Extension SPA Summary. 
Head Average Weight 
Cow inventory Jan. 1 99 
Total calves sold 86 471 
Calves sold I cow 86.8% 419 
Total breeding stock sold 18 1,167 
Breeding stock sold I cow 18.2% 212 
Financial Economic 
Cost per cow $331.64 $433.21 
If 1998 performance and costs are similar to those of 1997, the approximate 200 pounds of breeding stock 
sold will result in $80-90 of revenue per cow. The sale of calves will need to average $240-250 per cow 
to cover financial cost and about $100 more to cover economic cost. At 420 pounds sold per cow, the 
average sale price would need to be $581cwt to cover financial and $821cwt to cover economic cost. The 
likely mix of calves sold will be two-thirds or more steers and one-third heifers depending on heifer 
retention. The current forecast of calf prices is lower than the economic breakeven, but well above the 
financial breakeven. 
Table 7 is a projected budget for retaining ownership of the steer calves in either a backgrounding or 
finishing program in a commercial feedlot. Both strategies project positive returns over current calf 
prices. Herds that have the facilities, equipment, labor, and management to feed these calves at home 
would also earn the yardage expense less out of pocket expenses. This example uses future closing prices 
for October 16 and a five-year average basis. Price risk on these strategies must be accounted for, and a 
futures or put option hedge to protect against lower selling prices should be considered. 
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Table 7. Projected Returns to Retained Ownership of 1998 Steer Calves, October 16, 1998. 
Background Finish 
In-Out Weights 500-775# 550-1150# 
Days on Feed 125 210 
Projected Marketing Date 18-Feb-99 14-May-99 
Opportunity Cost if Sold: 
Feeder Price/cwt. $79.00 $77.50 
Feeder Cost $395.00 $426.25 
Feed Costs: 
Com Bu. Fed 26.5 61.0 
Com Cost ($1.90 /bu.) $50.35 $115.90 
Hay fed (as fed tons) 0.30 0.65 
Hay Cost ($55.00 /Ton) $16.50 $35.75 
Supplement Used- lbs. 125 191 
Supplement Cost ($0.155/lb) $19.38 $29.61 
Total Feed Costs: $86 .. 23 $181.26 
Vet medical $6.00 $8.00 
Interest (Feeder+YzFeed 9%) $13 .59 $26.97 
Death Loss (1.5% of purchase) $5.93 $6.39 
Transportation/Marketing Cost $6.50 $8.80 
TOTAL OTHER COSTS $32.02 $50.17 
Total Variable Costs $513.25 $657.67 
Yardage@ $0.30 I head/ day $37.50 $63.00 
Total Costs ($ per hd) $550.75 $720.67 
Necessary Selling Price/cwt.: 
To Cover Variable Costs $66.23 $57.19 
To Cover Total Costs $71.06 $62.67 
Futures Price as of 16-0ct-98 $74.05 $64.47 
Estimated Basis +$1.40 +$2.00 
Expected Price/cwt. by Hedging $75.45 $66.47 
Estimated Return over Variable Costs/head $71.49 $106.73 
Estimated Return over Total Costs/head $33.99 $43.73 
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